Rural Housing Service, USDA
status will remain in trust or re-
stricted status.

(f) Land purchase contract. A land pur-
chase contract is acceptable if the ap-
plicant is current on all payments, and
there is a reasonable likelihood that
the applicant will be able to continue
meeting the financial obligations of
the contract.

(g) Alternative evidence of ownership. If
evidence, as described in paragraphs (a)
through (e) of this section, is not avail-
able, RHS may accept any of the fol-
lowing as evidence of ownership:

(1) Records of the local taxing au-
thority that show the applicant as
owner and that demonstrate that real
estate taxes for the property are paid
by the applicant.

(2) Affidavits by others in the com-
munity stating that the applicant has
occupied the property as the apparent
owner for a period of not less than 10
years, and is generally believed to be
the owner.

(3) Any instrument, whether or not
recorded, which is commonly accepted
as evidence of ownership.

§3550.108 Security
(loans only).

When the total section 504 indebted-
ness is $7,500 or more, the property will
be secured by a mortgage on the prop-
erty, leasehold interest, or land pur-
chase contract.

(a) RHS does not require a first lien
position, but the total of all debts on
the secured property may not exceed
the value of the security, except by the
amount of any required contributions
to an escrow account for taxes and in-
surance and any required appraisal fee.

(b) Title clearance and the use of
legal services generally must be con-
ducted in accordance with 7 CFR part
1927, subpart B. These requirements
need not be followed for:

(1) Loans where the total RHS in-
debtedness is less than $7,500; or

(2) Subsequent loans made for mini-
mal essential repairs necessary to pro-
tect the Government’s interest.

[61 FR 59779, Nov. 22, 1996, as amended at 67
FR 78331, Dec. 24, 2002]

requirements

§3550.109 Escrow account (loans only).

RHS may require that borrowers de-
posit into an escrow account amounts

§3550.110

necessary to ensure that the account
will contain sufficient funds to pay real
estate taxes, hazard and flood insur-
ance premiums, and other related costs
when they are due in accordance with
the Real Estate Settlement and Proce-
dures Act of 1974 (RESPA) and section
501(e) of the Housing Act of 1949, as
amended.

§3550.110

(a) Borrower responsibility. Until the
loan is paid in full, any borrower with
a secured indebtedness in excess of
$15,000 must furnish and continually
maintain hazard insurance on the secu-
rity property, with companies, in
amounts, and on terms and conditions
acceptable to RHS and include a “‘loss
payable clause’ payable to RHS to pro-
tect the Government’s interest.

(b) Amount. Essential buildings must
be insured in an amount at least equal
to the balance of the secured debts.

(c) Flood insurance. Flood insurance
must be obtained and maintained for
the life of the loan for all property lo-
cated in Special Flood Hazard Areas
(SFHA) as determined by the Federal
Emergency Management Agency
(FEMA). RHS actions will be con-
sistent with 7 CFR part 1806, subpart B
which addresses flood insurance re-
quirements. If flood insurance through
FEMA'’s National Flood Insurance Pro-
gram is not available in a SFHA, the
property is not eligible for federal fi-
nancial assistance.

(d) Losses. (1) Loss deductible clauses
may not exceed $250 or 1 percent of the
insurance coverage, whichever is great-
er. The deductible for any 1 building
may not exceed $750.

(2) Borrowers must immediately no-
tify RHS of any loss or damage to in-
sured property and collect the amount
of the loss from the insurance com-
pany.

(3) RHS may require that loss pay-
ments be supervised. All repairs and re-
placements done by or under the direc-
tion of the borrower, or by contract,
will be planned, performed, inspected,
and paid for in accordance with 7 CFR
part 1924, subpart A.

(4) When insurance funds remain
after all repairs, replacements, and
other authorized disbursements have

Insurance (loans only).
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